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CERTIFIED MAIL

Dear Applicant:

He have considered your application for recognition of exemption from Federal
income tax under section 501(c)(3) of the Internal Revenue Code and have
determined that you 8o not qualify for exemption under that section. Our
reasons for this conclusion and the facts on which it is bhused are explained
below.

The information submitted indicates that you were incorporated in |G
on I for the non-profit purpose of maintaining the common areas of

I condominiums, [ :nd carrying out those
objectives permitted to it pursuant oI -t scc.

The Association was formed fo serve as a means through which the condominium .
unit owners mav take action with regard to the administration, managenent,
maintenance, repair and operation of the propc tv.

Every person or entity who holds a legal or equitable interest in any unit of
the association and has fully paid all their Aue assessments and charges is \,
deened a member in good standing. ’

Your income is derived from membership dues anéd investment income.

Your expenses are for maintenance, insurance, trash disposal. utilities,
professional fees, advertising, taxes, bank charges/office, and Secretary of

State feas.

A1l expenses of the Association incurred for the operation, maintenance,
repair, replacement, cleaning. and canitation of all common elements of the
cordominium, shall be charged to all unit owners as a common expense.
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Section 501(r)(3) of the Tauternal Revenue Code nrovides for the exemption of
organizations which are organized and operated exclusively for charitable,
religious, and educational opurposes, no part of the net earninas of which
inures to the henefit of anv private shareholder or individnal.

Section 1.501(c) (3}-1(a) (1} of the Tncome Tax Requlations provides that in
order to qu2lify for exemption under Code section 501(c)(3), an organization
must be hoth crganized and operated exclusively for one or more exempt
purposes. Failure to meet either the organizational or aperational test will
disqualify an .organization from exemption under - section 501(c) (3).

Section 1.501(c){(3)~1(b}) (1) of the Income Tax Reculations specifies that an
organization is organized for one nr nore exempt purposes if its Articles of
Incorporation limit the purpose of such organization to exempt purposes.

Section 1.501{c}{3)-1(b)(4) of the Regulations provides that an organization
is not-organized exclusively for cne or more exempt purposes unless its asgsets
are ‘dedicated:to-an exempt purpose. An organization's assets will he
considared dedicated to an exempt purpese if, wpon Adissolution, such assets
wonld, by reason of a provision in the organizabion's articles or by operation
of -law, be distributed for one or more exempt purposes, or to the Federal
government, or to a State or local government, for a mablic purpose.

Section 1.501(c) (3}-1(c} (1) of the Regqulations provides that an organization
will be regarded as "operated exclusively" for one or more exempt purposes
only if it engages primarily in activitias which accomplish such purposes. Aan
organization will not be so reqarded if more than an insubstant:ial part of its
activities is not in furtherance of an exempt purnose.

Section 1.501(c)(3)-1(4) (1) {ii} states &that an nrganization is not organized
or operated for anv purpose under section 501{(c) {3} unleas it -serves a public
-rather -than a'private interest. Thus to meet the regquirements of this
subparagraph, it is necessary for an organization to astablish that it is not
organized or operated for the henefit of private intevests such as designated
individuals, the creator or his familv. shareholders or the organization orv
persons contrnlled, directly or indirectly. hy such private interests.
Moreover, even though an organization may have exemot purposes, it will not be
considered as operating exclusively for such purpose if more than an
insubstantial part of its activities serve a private interest.

Revenue Ruling 74-17, published in Cummlative Bulletin 1974-1, on page 130,
concerns an association formed by unit owners of a cond»minium housing project
which was operated to provide for the management, maintenance and care of the
common areas of the project. Because the essential structure of a condominium
association involves ownership in common by all unit owners of common areas
and the maintenance and care of private property, it was held that the
organization conld not be recognized as tax exempt becanse the activities of
the association constituted providing vrivate benefit for the unit owners.



The righte, duties, and privileaes of members of an association of unit owners
in a condoninium property derive from, and are established hy. statutorv and
contractyal provisions and are inextiricably and compulsorily tied fo the
owner's acauisition and enjoyment of nis property interests in the

" condominium.

Condominium type ownership hv its very nature necessarily entails ownership in

common by all unit owners of common aveas or elements supportive to the
individual units in a structural and/or functional sense. Thus, any
naintenance or care of such common areas or elements constitutes nrivate
benefit to the individval members ag opvosed to nromoting the common noed and
general welfare to the peonle of the compnnity.

Based upon a rewiew of vour application for receanition of exemvtion, Form
1023, it is held that vou are neither "oroanized or onerated” exclusively for
one or more of the purposes specific in section 501{c){3) of the Code. You
arg¢ organized and mperated vrimarilv to serve a vrivate rather than a public
purpose; the provision nf services for the comnon benefit of vonr condominium
wit owners. In addition, vow do vnot wvrovide for the charitrhle distribution

S'of yonr assets upon diggsolution, Therefore, von 4o not meet the
“ organizational test of section 501{c)(3).

Therefore, ve have concluded that wou do not awaiifv for exenption from
Federal income tax as an organization descevibed in sectior 501{c)}{3) of the
Code. In accordance with this determination vou are required to file Federal
income tax vreturns on Form 1120.

Your attention is called to section 523 of the Internal Revenwe Code which was
added by the Tax Reform Act of 1976. This sectiun provides that, in certain
circunstances, a non-exempt homeowners association may elect not o taxed on
its "exempt function income' which includes membership dues, fees or
assessments from owners of real proverty. 'The election is made by filing Form
1120H. If you determine that vour organization aualifies under section 5328,
you mav find it beneficial to make this elertion,

Contributions to yomr organization are rot deductible bv donors under section
170(c) (2) of the Code,

In aceordance with the provisions of section 6104(c) of the Code, a ecop7 of
thig latter will be sent to the annronriate State officials.



If you do not agree with our determination, vou mav request consideratinn of
this matter by the Office of Reqional Divector of Appeals. To do this, you
shovld file a written appeal as e¥plained in the enclosed Puhlication 392.
Your appeal shouid give the facts, law, and any other information to support
your position. If you want a hearing, please request it when vou file your
appeal and vou will be coptacted to arrange a date. The hearing may be held
at the regional office, or, if youn reyuest, at anv mutnally convenient
district office. TIf you will be represented bv someone who is not one of your
principal officers, that person will need to file a power of attorney ov tax
information authorization with us.

If you dom’t appeal. this determination within 30 days from the date of this
letter, as explained in Publication 832, this letter will become our final

determination in this matter. Further. if you do not appeal this

“-determination in a2 timelv manrer, it will be considered by the Internal
Revenue Service as a failure to exhaust administrative remedies. Section
7428 (b} (2) of the Code provides, in part, that "A declaratory judgement or
decree under this section shall not he issued in anv proceeding nnless the Tax
Court, the Clsims Court, or the district conrt of the United States for the
District of Columbia determines that the organization involved has exhausted

" edministrative remedies available fo it within the Internal Revenue Service."

Appeals submitted which do not contain all the docwmentation remuired by
Publication 892 will be returned for compietion.

Tf you bave any aquestions, please contact the person vhose name and telephene
phone number ave shown in the heading nf this letter.

Sincerely,

District Director

Enclosure: Publication 892

" gc: ‘State Attorney General NN



